DEPARTMENT OF HEALTH AND HUMAN SERVICES
Centers for Medicare & Medicaid Services

7500 Security Boulevard, Mail Stop S2-26-12

Baltimore, MD 21244-1850

DEC 0 4 2018

CENTERS FOR MEDICARE & MEDICAID SERVICES
CENTER FOR MEDICAID & CHIP SERVICES

Financial Management Group

Mari Cantwell

Chief Deputy Director, Health Care Programs
California Department of Health Care Services
P.O. Box 997413, MS 0000

Sacramento, CA 95899-7413

RE: Califorma State Plan Amendment 18-0050

Dear Ms. Cantwell:

We have reviewed the proposed amendment to Attachment 4.19-D of your Medicaid state plan
submitted under transmittal number (TN) 18-0050. This amendment, effective August 1, 2018,
modifies the existing capital cost component used in the approved State Plan methodology for
establishing facility-specific reimbursement rates for Freestanding Skilled Nursing Facilities
Level-B and Subacute Care Units of Freestanding Skilled Nursing Facilities.

We conducted our review of your submittal according to the statutory requirements at sections
1902(a)(13), 1902(a)(30), and 1903(a) of the Social Security Act and the implementing Federal
regulations at 42 CFR 447 Subpart C. This is to inform you that Medicaid State plan amendment
TN 18-0050 is approved effective August 1, 2018. We are enclosing the HCFA-179 and the

amended plan pages.

If you have any questions, please call Blake Holt at (415) 744-3754.

ORIGINAL SIGNED

Enclosures



DEPARTMENT OF HEALTH AND HUMAN SERVICES FORM APPROVED

HEALTH CARE FINANCING ADMINISTRATION OO, 0938.0193
TRANSMITTAL AND NOTICE OF APPROVAL OF | |. TRANSMITTAL NUMBER: 2. STATE
STATE PLAN MATERIAL 18-0050 CA

3. PROGRAM IDENTIFICATION: TITLE XIX OF THE

FOR: HEALTH CARE FINANCING ADMINISTRATION SOCIAL SECURITY ACT (MEDICAID)

TO: REGIONAL ADMINISTRATOR 4. PROPOSED EFFECTIVE DATE
HEALTH CARE FINANCING ADMINISTRATION August I, 2018
DEPARTMENT OF HEALTH AND HUMAN SERVICES

5. TYPE OF PLAN MATERIAL (Check One):

] NEW STATE PLAN [[] AMENDMENT TO BE CONSIDERED AS NEW PLAN ] AMENDMENT
COMPLETE BLOCKS 6 THRU 10 IF THIS IS AN AMENDMENT (Separate Transmittal for each amendment)
6. FEDERAL STATUTE/REGULATION CITATION: 7. FEDERAL BUDGET IMPACT:
Title 42 § CFR 447 Subpart B & C a. FFY 2018 $0
. a. FFY 2019 $0

8. PAGE NUMBER OF THE PLAN SECTION OR ATTACHMENT: | 9. PAGE NUMBER OF THE SUPERSEDED PLAN SECTION
OR ATTACHMENT (If Applicable):

Supplement 4 to Attachment 4.19-D pages 10-11 and 14 Supplement 4 to Attachment 4.19-D pages 10-11 and 14

10. SUBJECT OF AMENDMENT:
Modifies the Fair Rental Value System (FRVS), which is a category of the AB 1629 Rate setting methodology for Freestanding Skilled
Nursing Facilities (FS/NF-Bs) and Freestanding Subacute Nursing Facilities (FSSA/NF-Bs).

11. GOVERNOR’S REVIEW (Check One):

[[] GOVERNOR’S OFFICE REPORTED NO COMMENT [<] OTHER, AS SPECIFIED:

[] COMMENTS OF GOVERNOR’S OFFICE ENCLOSED The Governor’s Office does not

[1NO REPLY RECEIVED WITHIN 45 DAYS OF SUBMITTAL wish to review the State Plan Amendment.
16. RETURN TO:

ORIGINAL SIGNED Department of Health Care Services

Attn: State Plan Coordinator
1501 Capitol Avenue, Suite 71.326
P.O. Box 997417

Sacramento, CA 95899-7417

15. DATE SUBMITTED:

FORM HCFA-179 (07-92)
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5. Capital costs. For the rate year beginning August 1, 2005, and for subsequent rate
years, a Fair Rental Value System (FRVS) will be used to reimburse FS/NF-B’s
property (capital) costs. Under the FRVS, the Department reimburses a facility
based on the estimated current value of its capital assets in lieu of direct
retmbursement for depreciation, amortization, interest, rent or Jease payments. The
IFRVS establishes a facility’s valuc bascd on the age of the facility. For rate years
subsequent to 2005/06, additions and renovations (subject to a minimum per-bed
limit) will be recognized by lowering the age of the facility. The facility’s value will
not be affected by sale or change of ownership. Capital costs, limited as specified
below in Section V.C.4.e. of this Supplement, are derived from the FRVS
parameters as follows:

a, The initial age of each facility is determined as of the mid-point of the
' 2005/06 rate year, using each facility’s original license date, year of

construction, initial loan documentation, or similar documentation. For the
2005/06 rate year, all FS/NF-Bs with an original license date of February 1,
1976, or prior, will have five years subtracted from their facility age to
compensate for any improvements, renovations or modifications that have
occurred in the past. The age of each facility will be adjusted every rate
year to make the facility one year older, up to a maximum age of 34 years.

b. For the 2006/07, 2007/08, 2008/09, 2009/10, 2010/11 and for subsequent
rate years, costs incurred for major capital improvements; modifications;
or renovations, equal to or greater than $500 per bed on a total licensed-
bed basis, will be converted into an equivalent number of new beds,
effectively lowering the age of the facility on a proportional basis. If a
facility adds or replaces beds, these new beds will be averaged in with the
age of the original beds, and the weighted average age of all beds will
represent the facility’s age. If a facility performs a major renovation or
replacement project (defined as a project with capitalized cost equal to or
greater than $500 per bed, on a total bed basis), the cost of the renovation
project will be converted to an equivalent number of new beds. The
equivalent number of new beds would then be used to determine the
weighted average age of all beds for the facility.

. Beginning in the 2018-19 rate year, if a facility is at the maximum
depreciation age of 34 years, the weighted average age calculation for
effective facility age after improvements will be based on a base
facility age of 34 years rather than the actual facility age to determine
the new effective facility age.

c. The FRVS per diem calculation, subject to the limitations identified in
Section V.C.4.¢. of this Supplement, is calculated as follows:

TN 8-0050
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il.

iit.

iv.

Vi,

a.

Supplement 4 to Attachment 4.19-D
Page 11

An estimated building value will be determined based on a standard
facility size of 400 square feet per bed, each facility’s licensed beds,
and the R.S. Means Building Construction Cost Data, adjusted by
the location index for each locale in the State of California. The
estimated building value will be trended forward annually to the
mid- point of the rate year using the percentage change in the R.S.
Means Construction Cost index.

Beginning in the 2018-19 rate year, any FS/NF-B or FSSA/NF-B
facility built on or after January 1, 2016 will have an estimated
building value based on a standard facility size of 500 square feet
per bed; each facility’s licensed beds; and the R.S. Means Building
Construction Cost Data, increased by 20 percent.

An estimate of equipment value will be added to the estimated
building value in the amount of $4,000 per bed.

The greater of the estimated building and equipment value or the
fully depreciated building and equipment value will be determined
for each facility (hereinafter, the “current facility value™), The
fully depreciated building and equipment value is based cna 1.8
percent annual depreciation rate for a full 34 years.

An estimate of land value will be added to the current facility value
based on ten percent of the estimated building value as calculated in
Section V.4.C.c.i. of this Supplement.

A facility’s fair rental value is calculated by multiplying the facility’s
current value plus the estimated land value, times

a rental factor. The rental factor will be based on the average 20-year
U.S. Treasury Bond yield for the calendar year preceding the rate
year plus a two percent risk premium, subject to a floor of seven
percent and a ceiling of ten percent.

The facility’s fair rental value is divided by the greater of actual
resident days for the cost reporting period, or occupancy-adjusted
resident days, based on the statewide average occupancy rate.
Days from partial year cost reports will be annualized in the FRVS
per diem payment calculation.

d. Continued explanation and examples of the FRVS per diem
calculations follow:

TN 18-0050
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The capital costs based on FRVS will be limited as follows:

For the 2005/06 rate year, the capital cost category for all FS/NF-Bs in the aggregate will
not exceed the Department's estimate of FS/NF-B's capital reimbursement for the 2004/05
rate year, based on the methodology in effect as of July 31, 2005.

For the 2006/07, 2007/08, 2008/09, 2009/10, 2010/11 and for subsequent rate years, the
maximum annual increase for the capital cost category for all FS/NF-Bs in the aggregate
will not exceed eight percent of the prior rate year's FRVS aggregate payment.

If the total capital cost category for all FS/NF-Bs in the aggregate for the 2005/06 rate year
exceeds the value of the capital cost category for all FS/NF-Bs in the aggregate for the
2004/05 rate year, the Department will reduce the capital cost category for each and every
FS/NF-B in equal proportion.

If the capital cost category for all FS/NF-Bs in the aggregate for the 2006/07, 2007 /08,
2008/09, 2009/10, 2010/11 and for subsequent rate years exceeds eight percent of the prior
rate year's cost category, the Department will reduce the capital FRVS cost category for
each and every FS/NF-B in equal proportion.

For the 2018/19 and subsequent rate years, if the aggregate maximum annual increase for
the capital cost category calculated without the application of Section 5(b)(1) on page 10
and Section 5(c)i)(a) on page 11, is less than the aggregate maximum annual increase for
the capital cost category applying Section 5(b)(1) and Section 5(¢c)(1)(a), the Department
will reduce the capital FRVS cost category for all FS/NF-Bs by an equal proportion, so that
the aggregate maximum annual increase for the capital cost category will be equal to the
aggregate maximum annual increase without the application of Section 5(b)(1) and Section

S(c)(i}a).

Direct pass-through costs are comprised of proportional Medi-Cal costs for property taxes, facility
license fees, caregiver training costs, hability insurance costs, the Medi-Cal portion of the skilled
nursing facility quality assurance fee, and new state and federal mandates for the applicable rate year.
For the rate year beginning August 1, 2010, and for subsequent rate years, liability insurance costs are
excluded from the direct-pass-through cost category.

TN 18-0050
Supersedes

TN 10-15

a. For the rate year beginning August 1, 2005, and for subsequent rate years, the
Medi-Cal proportional share of the pass-through per diem costs will be calculated
as the FS/NF-B's actual allowable Medi-Cal cost as reported on the FS/NF-B's
most recently available cost report and/or supplemental schedule(s), as adjusted for
audit findings.

b. Caregiver training costs are defined as a formal program of education that is
organized to train students to enter a caregiver

Approval Date DEC ¢ 4 2018 Effective Date August 1, 2018





